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Government budget reflects a prevision of future expenses and revenues which will predict the 
economic and financial situation of the country. This paper studies the effect of the publication, 
approval and actions inside the Portuguese government budget on the stock market performance 
of Portuguese companies. Additionally, the effects of presidential and legislative elections are 
also tested in the stock prices. The 46 companies represented in this study are listed on the 
Portuguese Stock Index between 1998 and 2013. I realize that a publication of government 
budget to the Parliament leads to a positive and significant return on the full sample results, 
basic materials and consumer services sector. The same sectors react in a positive way to 
periods of presidential elections. This study also provides a comparison between sectors. The 
consumer services sector reveals to be the more volatile sector before changes in the resources 
invested in each ministry. The consumer services sector is predominantly affected, in a negative 
way, by not rational expenses in the Ministry of Health. The financial sector has negative 
reactions on stock returns when the investment in the Ministry of Finance is reduced by the 
State. 
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1 - Introduction 
Nowadays the State represents a human community in a fixed territory and that, 
within its borders, establish a form of organization of sovereign political power in order 
to guarantee security, justice and economic and social welfare. Its functions are centered 
in three main purposes. One of them is the political function which promotes social 
peace, managing the public administration and applying the resources in satisfying the 
collective needs. The social function promotes the improvement of living conditions 
and welfare of the population. With the economic function the main objective is to 
promote the stability, efficiency and equity. Fluctuations in economic cycles at times 
create imbalances in the economy (for example, inflation or unemployment). With this, 
the role of the State is to interfere in the economy to reduce imbalances and ensure the 
stability. Also imperfections of competition (created through monopolies and 
oligopolies) and externalities that the economic activity creates require the intervention 
of the State to promote the efficiency on the market. The last role of the State on the 
economy is to guarantee the equitable distribution of goods produced in the economic 
activity. With this summary it is possible to perceive that the role of the government on 
the economy is to «set clear rules of the game putting all “players” on the same 
circumstances, to free up markets, orienting them but avoiding distorting them and 
keeping a certain control of budgets and inflationary pressures (…) », Neves (2007). 
The State has its divided powers between legislative, executive and judicial 
power. With the legislative power, the government creates rules of law that will be 
executed only with the permission of the executive power (in Portugal, the President of 
the Republic). The judicial power has the function to judge in order to apply the laws 
enacted by the executive power. Through the laws created by the legislative power the 
State sets the “rules of the game” when controlling the environment where companies 
act defining taxes, subsidies and regulating the competition. 
In this study I focus on an issue that could be one of the most important 
(economically) and decisive aspect that influences us and major companies every single 
year: government budgets. The important question that will characterize this dissertation 
is: How does the government budget influence the Stock Markets? In fact, the 
government budget is an important document for economic point, in a way that is 
possible to get information about the financial resources of the country, to compute the 
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assessment of economic conditions and analyze proportion of expenditure on different 
sectors regarding distribution of wealth and economic policies.  
The government budgets include important topics to the society, for example, 
product market, labor markets, financial intermediaries, social protection, welfare 
provision, education, taxes and economic policies. Moreover the state budgets explain 
how the State organizes and distributes its own money by Ministries and other 
departments. Additionally, through the government budget it is possible to determine 
whether there will be an expansionary or contractionary year (increasing the public debt 
to increase production, reduce unemployment and reduce taxes or decreasing the public 
debt to decelerate production and increase taxes) or a surplus or deficit in the 
government budget. 
 The government budget is constituted by a mix between fiscal and monetary 
policies. The first one is the instrument used by the State to influence the economy. Its 
components, the public expenditures and taxes, are control variables which ensure and 
maintain the economic stability, softening the fluctuations of economic cycles and 
helping to maintain a growing economy, full employment and lower inflation rate. 
Otherwise, the monetary policy controls the quantity of money in circulation, of debt 
and interest rates controlling the global liquidity in the economic system. In this sense 
these two policies together will help the State to construct the government budget by 
controlling the fiscal and monetary policies.  
According to Boyd, Hu and Jagannathan (2002) there are some factors that 
influence directly the stock prices. Among these factors are the risk free interest rate, the 
equity risk premium and the expected growth rate of corporate earnings and dividends. 
In fact, with this argument it is possible to affirm that the government budget, through 
their adjacent laws will affect those factors and consequently the Portuguese stock 
prices. If the budget predicts a prosperous year, for example, the expected growth rate 
of corporate earnings and dividends will be higher and consequently the stock prices 
will go up. However, if the government budget prospects for the current year a 
contractionary period, with austere fiscal and monetary policy, the stock prices will go 
down and reaction will be the opposite. Additionally, the economy’s long run growth 
rate, which could be changed by the State, will determine an approximate value of the 
real risk free interest rate. Furthermore, the State will be able to influence the equity risk 
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premium factor through macroeconomic and political pressures. But it is also important 
to bear in mind that according to Baumeister, Bratslavsky, Finkenauer, and Vohs (2001) 
the negative events will strongly contribute to the final impression more than positive 
information.   
The 15 years (between 1998 and 2013) included in this study are marked by 
negative events like times of crisis (between 2008 and 2013), so a contractionary 
government budget will be seen by investors as a good policy to regulate public 
finances. In this way, the effect in stock prices will be positive in periods when the 
contractionary government budget is published and discussed in the Parliament. On the 
one hand, an increase in the money invested on ministries will affect stock prices in a 
negative way, which will be accompanied by the decrease in those prices and the 
opposite reaction before the decrease of the money distributed to ministries. This might 
happen because since 2008 the financial situation of Portugal requires that costs be 
reduced in order to control the Portuguese public finances. So, one way to reduce 
Portuguese expenses is to decrease the money invested in each ministry. 
So, with this paper the main purpose is to identify how companies and industries 
that belong to the Portuguese Stock Index react to government budgets every year 
between the years 1998 and 2013. The period when the government budget is published 
and when it is approved in the Parliament are event windows transformed in dummies, 
since it is the legislative power that creates the government budget and the executive 
power which gives the final decision about the government budget before being 
executed. In this way, I include dummies that represent moments when there are both 
legislative and presidential elections, to conclude how these variables could influence 
the Portuguese stock market. Additionally, another important contribution is the use of 
changes in the money invested for each ministry (Ministry of the Government 
Spending, Foreign Affairs, Finance, Internal Administration, Justice, Economy, 
Agriculture and Environment, Education, Employment and Social Security, Culture and 
others) established in the government budget. These changes can influence positively or 
negatively stock prices depending on the interests and needs of each company and it can 
influence investors’ decisions. 
To test the regression I create a conditional test to confirm individually both 
variations in the resources invested in Ministries, which can be positive (as an increase 
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over 5% in the money provided to the Ministry) or negative variations (a decrease over 
5% in the money invested in the Ministry). Remaining variables, such as when the 
government budget is published and approved in the Parliament and in periods of 
legislative and presidential elections, are dummies that represent an event.  
With all these issues that compose a government budget I have reasons to 
believe that the publication and approval of the government budget have some 
distinctive reactions when compared to other government events around the same 15 
years.  So, my expectation to this study is that, in the general study which includes all 
sectors, investors will react positively to the publication and approval of the government 
budget. In fact, I believe in this positive reaction because the government budget is a 
document that will predict the economic and financial situation of the country and will 
set the “rules of the game” for a year (Belo and Gala, 2012, and Pastor and Veronesi, 
2012). Besides that, I expect a significant positive reaction accompanied by rising stock 
prices for the Budget dummy (which is equal to one for surplus government budgets) 
due to the fact that a surplus will give the opportunity to invest in future growth and 
favor of lower interest costs. 
Regarding Portuguese ministries, after the money invested in ministries like the 
Ministry of Finance or the Ministry of Economy, because they are the ministries that are 
mostly integrated to perform a government budget, I expect to see a positive reaction by 
the market. Furthermore, I believe that less money invested in the Ministry of Finance 
will generate a negative effect, lowering stock prices, mainly in financial sector 
companies. Additionally, higher investments in the Ministry of Health will create a 
negative reaction on stock prices due to its inefficient expenses. One of the inefficient 
expenses is the existence of reimbursed medicine products when they are free. 
When looking at each sector, since they have different characteristics they will 
react differently to investments in each ministry. 
However, a panel data is conducted, in which the problem is decomposed in five 
major research questions: the impact of a government budget proposal on the PSI20; its 
variations across sectors; which state budget process stage is the most important (if the 
moment when the state budget proposal is firstly published or when it is approved in the 
Parliament); if there is a higher (or lower) impact in election years and before 
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Parliament majority; and, finally, which is the impact of variations in expected expenses 
on stock prices. 
 The most relevant findings of this study can be summarized as follows: the 
publication of the government budget proposal in the Parliament for discussion by 
political parties has a positive effect in overall study (including all companies). When 
looking to each sector, the same event creates positive and significant impacts in basic 
materials, consumer services and telecommunications sectors. Otherwise, knowing the 
15 years included in this dissertation are also characterized by times of crisis and 
contractionary budgets, the financial industry reacts in a significant and negative way. 
In the full sample results the period of presidential elections creates a significant and 
positive impact on stock prices of PSI 20. Focus in the conditional tests about positive 
and negative variations in the resources aimed to ministries is important to highlight the 
impact when investing more resources in the Ministry of Economy which create 
positive reactions both globally and in particular industries. On the other hand, the 
consumer services sector was considered the most dependent sector before changes in 
investments to ministries.  
The following sections will be organized as follows. Section II reviews the 
related literature. Section III the collected data and Section IV the adopted 
methodology, exploring the reasoning behind the regression used and the assumptions. 
In Section V the results of the study will be presented and explored, highlighting the 





2 - Literature Review 
The theme of this study, the effect of the government budget on stock prices, has 
not had much attention by other studies. Many papers (for example, Afonso and Sousa 
(2009)) focus on general actions of the government especially on the effect of monetary 
and fiscal policies on stock markets. Although the same papers do not focus in 
government budgets processes. In this context, my goal with this dissertation is to 
differentiate from others and learn more about a subject that is not well explored and 
that is significant for both population and companies because it defines the environment 
lived in the country every year. 
The main question of the study is also influenced by a very important aspect that 
is mentioned in sociology of finance papers showing that the main stake of politics is 
control of business (Davis, 2011). In other papers, Belo and Gala (2012) and Pastor and 
Veronesi (2012) argue that governments set the "rules of the game", which means that 
governments  define the environment in which firms operate, influencing them through 
some actions such as applying taxes, providing subsidies, enforcing laws, regulating 
competition and environmental policies. In the presence of the approval of the 
government budget for the following year by the government, the reactions of 
companies can be different. If the government budget is known prior to approval by the 
companies, the reaction is anticipated and less intense. On the one hand, if the contents 
of the government budget are unknown at the date of approval by the Parliament, the 
reaction of businesses to new policies will be stronger. 
One issue that can influence some outcomes of this study focuses in interests 
between politicians and some companies. According to Coate and Morris (1995) the 
money transferred to the society is decided by politicians taking into account the 
traditional social welfare objectives. However, others are targeted into interest groups - 
farmers, unions, private firms and industries. In other words, there is an exchange by 
exchange between the government and the interest groups and the principle is that in 
one way the State contributes with more cash-flow resources to the interest group and, 
in other way, interest groups contribute to enhance politicians’ chances to stay in the 
government. The significance of this contribution by interest groups allows the 
government to have political support to future elections by providing campaign 
contributions or to improve politicians’ financial well-being in exchange for certain 
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advantages over interest groups’ competitors. Some interests could be present in policy 
decisions in order to protect or take advantage to specific firms or industries. 
Seeing now the global effect that the government budget could create on stock 
markets I highlight the question: Are negative events stronger than good events? 
Bauweister, Bratslavsky, Finkenauer and Vohs (2001), argue that negative events have 
a big probability to exceed positive events of the same type. In this study, the authors 
defend bad impressions are quicker to form and more resistant to disconfirmation than 
good impressions. However, many good events can overcome the psychological effects 
of a single bad one. The authors conclude negative information receives more 
processing and contribute more strongly to the final impression than positive 
information. 
This is a relevant topic in this study because, in a general way, government 
budgets, every year, are classified as positive or negative budget when there are 
expansionary or contractionary policies. In this way, if a contractionary government 
budget is applied before a prosperity and growth context, the reaction will be stronger 
and more resistant. Nevertheless, knowing the 15 years analyzed in this dissertation do 
not completely defines Portugal in a prosperous context, a contractionary policy will not 
be stronger and more resistant, but instead an expansionary policy will. The effect is 
expected also to be stronger when analyzing each industry individually. 
The main purpose of this study is to understand the effect of annual government 
budget on PSI 20 companies and, in a general way, in industries. Christ (1968) argues 
that the government budget is one of the most important decisions that government 
authorities made annually. The freedom to choose values to policy variables as 
expenditures, taxes, net amount of borrowing from the private sector and a net amount 
of new money issued, by the government is constraint. Nevertheless, the author also 
argues that the government budget restraint is not considered the most impactful 
restraint in companies when comparing to private individuals or firm’s restraint because 
it is less severe. 
Since the government has budget constraints when computing the expected 
budget in each period, the government authorities and the central bank (Bank of 
Portugal) come together to choose the mix between monetary policy and fiscal policy 
that will be present in the government budget. This mix should be defined according to 
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the assumption that the total government expenditure, which includes transfer payments 
and purchases of goods, must be equal to the flow of financing from all sources. 
According to Boyd, Hu and Jagannathan (2002), there are three factors that 
influence directly stock prices: the risk free rate of interest, the expected rate of growth 
of corporate earnings and dividends and equity risk premium. In this way, all events that 
influence these three factors will consequently influence the stock returns. The 
government budget is one of the events that might affect stock prices through these 
three factors presented by the authors. They also argue, as Baueister, Bratslavsky, 
Finkenawer and Vohs (2001), that stock prices react strongly, whether positively or 
negatively, to bad events and react more smoothly to good events. 
Despite that, it is recognized by politicians that the stock markets are used by 
politicians to conduit monetary policy because the stock market can influence real 
economy activity. In other words, stock markets are a way to achieve political goals. 
This leverage, created by the stock markets on real economy activity is justified through 
the wealth effect of stock prices on consumption and economic growth. Fluctuations of 
stock prices will influence the firm’s cost of capital and their capacity to raise new 
capital to invest. The information published in the Basistha and Kurov (2006) study 
states that companies with credit constraints react strongly to any monetary policies 
than companies without credit constraints. It also refers that responses to monetary 
policy are stronger in periods of weak economy. This is justified by the fact that 
companies with tight credit conditions will have less capability to respond to demanding 
monetary policies. 
The government budgets contain monetary and fiscal policies. When used in a 
correct way, they can stimulate the economy when we are in a depression or slow it 
down when it heats up overly. Considering, the monetary policy is the most studied by 
authors, this is not the most discussed in the Parliament by political parties since it 
belongs to an independent entity, in Portugal, the Bank of Portugal. The main objectives 
of monetary policies are expressed in terms of macroeconomic variables such as output, 
employment and inflation and the most direct and immediate effects of monetary policy 
actions are on the financial markets. 
 There are several empirical papers that study the relationship between the 
monetary policies of the government and the stock markets, but the studies that talk 
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about the relationship between fiscal policies and stock markets have had less attention. 
Despite that fact, the fiscal policy subject is the point which is more touched in public 
debates. 
 Afonso and Sousa (2009) argue that fiscal policy could be a good instrument to 
stabilize business cycles and that the monetary policy shocks do not cause significant 
effect, also argued in the same way by Darrat (1988). 
These two papers explain how the stock prices change before government 
spending shock and before government revenue shocks. The studies show that in 
spending shocks the general effects are not as significant as they expect. However, these 
shocks create a positive and persistent impact on productivity, a negative impact on 
private investment and, most important, lead to a quick fall in stock prices. On the one 
hand, in a revenue shock case, the effect is really the opposite because the effect on 
stock markets and private investment is positive. Nevertheless, as studied in other 
papers (Bernanke and Kuttner, 2003) the anticipated policies have less impact as a 
policy that is known and applied in the right moment. Aligning this study with the 
Darrat (1988) one, only the 90-days interest rate and inflation rate have significant 
impacts on stock returns (for example, if the government increases the VAT, it will 
have the effect of increasing the inflation rate). 
 It is also shown by Darrat (1988) that fiscal policy action could potentially 
increase the profit of a diligent investor, but this probability in getting profitable 
opportunities could decrease if the number of investors using this mechanism to 
improve their profit (using fiscal policy information) increase.  
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3 - Data 
The purpose of this study is not only to understand if the state budget proposal 
effect is significant in the Portuguese market but also how it affects industries and 
companies, namely if there is any industry/company more (less) affected by state 
budgets than the others. Therefore, to analyze the proposed subject of study I use daily 
stock prices from 46 Portuguese companies. All the Portuguese companies belong to the 
Portuguese Stock Index 20, an index that monitors the performance of the major listed 
companies in Portugal. 
The original data (stock prices and index prices) are obtained through the 
Bloomberg terminal and NYSE Euronext and composed by daily returns from the 1
st
 
September 1998 up to 10
th
 October 2013 with a range of observations depending on the 
Portuguese company, i.e. the Galp entrance in PSI 20 was only in 2006, so the number 
of sample will be smaller than other company that belong to PSI 20 since 1998.  
For this study, I also analyze 15 government budget proposals since the 
government budget of 1999, published in 1998, until the government budget of 2013, 
published in 2012. In order to understand one of the most important issues presented in 
state budgets - how the government distributes and rationalizes its money for ministries 
– I decide to include variables that represent the government expected expenses for each 
ministry. The main objection here is to comprehend how a variation in expected 
expenses allocated to each ministry in a determined year will influence industries.    
The remaining information – state budget timing process, legislative election 
years, and presidential election years, and information about parliamentary majority - 
was obtained from the official Portuguese Parliament web site, a Portuguese 
governmental online database.  
Focusing on state budget process the three most significant and decisive 
moments are when state budget proposal is published for the first time to general 
knowledge of the public, when it is discussed and accepted in the Parliament by 
political parties and when it is promulgated by the President of the Republic before the 
confirmation of the existence of law. To understand the influence of these important 
moments in stock returns, only two dummies are created to represent an “event 
window” with twenty one days [-10; 10] (where day 0 will be the day when it is 
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published and when it is approved) to include all rumors and effects of state budget 
proposals. 
It is my expectation that a significant and positive market reaction may happen 
in the period of the publication and the approval of the government budget indicating 
the anxiety of investors towards a potential external event that may increase the stock 
market returns. Having this in mind, if we expect an increase in stock returns, the 
investors’ plan will be to invest before these two events take place (if they have 
opportunity to do it). 
To include information about legislative and presidential election years and 
parliamentary majority by political parties in the regression aims to analyze how it 
could be important to perceive if these variables can also influence stock returns beyond 
the influence of the state budget that has been studied. Stock returns can be influenced 
by these variables through the expectations and confidence created by the investors. It is 
also important to highlight that the legislative power creates the government budget and 
the executive power (President of the Republic) promulgates that document.  So, I 
believe that the Nation’s choice to both legislative and presidential election will be also 
important combine these variables with others government budget variables. Therefore, 
these data will correspond to dummies in the regression. 
  Finally, using Bloomberg database I define 8 sectors that would drive the 
collection of data and the subsequent division of the sample: basic materials, consumer 
services, financials, industrials, oil and gas, technology, telecommunications and 
utilities. I assume as limit for a statistically reliable individual industry analysis the 
existence of, at least, one stock per year in each industry listed since 1998. This statistic 
constrain led me to the rejection of technology sector and oil and gas sector. This 
exclusion decreased the number of sectors considered to a total of 6 sectors, adding the 
other group constituted by oil and gas and technology industry. 
In terms of descriptive statistics for the full sample results and for each sector 
these are computed individually with companies’ returns between 1998 and 2013. I start 
by computing the average of stock returns, the maximum and minimum stock return 
value, the standard deviation of stock returns and the skewness and kurtosis that are 
represented in Table 1. 
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The full sample results and all sectors, excluding the basic materials sector 
presents negative stock returns on average. Additionally, when testing if the average is 
equal to 0 only basic materials and financial sector present the rejection of the null 
hypothesis          . All distributions can be either positively or negatively skewed 
and are leptokurtic (higher peak and more volatility). This last characteristic 
corroborates the behaviors of stocks returns from PSI 20. The volatility is considerable 
and the returns have various positive and negative peaks. The negative skew is 
represented by the overall test, consumer services and financial sectors. The remaining 





4 - Methodology 
It is important to highlight that the impact of an event on stock prices is 
measured by the short term changes in stock prices under the rational financial market 
hypothesis.  
The efficient market hypothesis theory states that the stock prices on financial 
markets fully reflect all the relevant information. The market relevant information 
covers also all information about government budgets that is reflected on stock market 
prices. In this way, assuming that the market is efficient, investors are neither able to 
make abnormal returns based on the collected information since the stocks are traded on 
their fair price nor outperform the market.  
All data acquired for study are organized in a Panel Data. This data set combines 
two dimensions – the cross section and time series – in which for each company there 
are multiple observation at different point of time. 
Panel data are most useful when there is a suspect that the outcome variable 
depends on explanatory variables which are not observable but correlated with the 
observed explanatory variables. Here, I have present an unbalanced panel data. This is a 
panel data where there are a different number of observations in for each cross section 
unit. In this study what happens is that each company unit has a different number of 
observations over time, that is       , and the total number of observations for this 
panel data is   ∑   
 
   . 
To conduct this study and understand the short term impact of government 
budget proposal on Portuguese equity markets, I follow the method of ordinary least 
squares (OLS). For that, I start by defining   the regression, a general linear model that 
estimates returns as function of market, industry and state budget factors. The following 
formula illustrates the regression: 
                                                 
                                                    
                                                      
                              , 
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Where MR represents the market log return; GBP and GBA are dummies which 
represent a period of event window [-10, 10] when the state budget is published by the 
Ministry of Finance (GBP) and when is approved by political parties (GBA); the LE 
and PE dummies are an annual variable that will be equal to 1 in legislative election 
years and executive election years, respectively, and 0 when not; M typify a dummy 
variable which is 1 in years that there is an political party majority in the Parliament; B 
is a dummy which represent, when equal to one, surplus government budgets. All 
remain dummy variables (MGES, MND, MFA, MF, MIA, MF, MECO, MAE, MEDU, 
MH, MESS, MC and OM) are all ministries there are in the Portuguese government and 
are defined in Table 2. The main purpose of these dummies is to study the companies 
reaction before a variation of the money applied in each ministry. So, each dummy will 
be equal to 1 when the variation [  (
  
    
)   ] in each ministry between the current 
year and the previous one is higher than 5%.  
Initially the regression of this study includes both positive and negative 
variations for each ministry. However, when computing these variables almost all 
variables that represent negative variations are omitted because of the colinearity, with 
the exception of the MFneg variable. So, I decide to compute the regression (1) only 
with a negative variation variable of the Ministry of Finance in the way that it creates 
significant effects to several sectors. 
    is the residual term, which in the OLS procedure consists in so choosing the 
values of the unknown parameters that the residual sum of squares (∑   
 ) is as small as 
possible: 
   ∑   
  ∑       ∑       
To compute the regression used for this study all observations that are organized 
in a panel data are put all together and if do not make any distinction between cross 
section and time series we can run a regression over all the data using OLS model, 
which is called Pooled OLS regression. To OLS estimators be unbiased and consistent, 
the regressor should satisfy exogeneity assumption. This assumption is  reflected in the 
following expressed requirement by the error expected values conditioned to X values 
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(independent variables) in which the error term should not be correlated with each 
explanatory variable in all time periods:  [     ]   .  
The Pooled OLS regression ignores panel data structure of the data and simply 
estimates α and βs: 
(
 ̂    
 ̂    
)            , 
Where X represents the vector of independent variables and Y represents the 
vector of dependent variables. 
A hypothesis test is also computed to verify if the sample data is influencing the 
dependent variable, bringing consistent and simple answers to this study. This test may 
be stated as follows: “Is a given observation compatible with some stated hypothesis or 
not?” So, in a practical way I will be able to test if independent variables are 
explanatory variables to companies’ returns variable. The hypothesis test is represented 
by the following expression: 
                   , 
                     , 
Where 21 is the number of explanatory variables. 
The way to control and minimize the risk is through the confidence interval. The 
confidence interval is defined by σ (the level of significance) that, for higher values of 
σ, higher will be the probability to commit a type I error (occur when the null 
hypothesis is true, but is rejected). So, for lower values of σ, more truthful will be the 




5 - Empirical Results 
In this section I explore the results of my study. To interpret the impact of a 
government budget proposal on the stock returns, I use mainly the Student’s t-test to 
interpret if the null hypothesis is significant or not.  
5.1 Full Sample Results 
A summary of outcomes is illustrated in Table 3 where it is possible to observe 
the full sample results. When analyzing all 46 companies that belong to PSI 20 between 
1998 and 2013, I am able to reach the conclusion that when a government budget 
proposal is published, companies’ stock prices grows on average 0,33%, which is 
statistically significant at a 95% confidence level, while the event when the government 
budget is approved by political parties in the Parliament has an insignificant impact for 
Portuguese companies. Certain newspapers, such as O Económico, justify the positive 
impact of stock markets before the publication of the government budget owing to the 
expectation of PSI 20 companies getting an adequate public debt for the Portuguese 
context. 
Looking to the impact of legislative and presidential elections, the presidential 
election is the only one that represents a positive and significant impact on stock 
returns. Presidential elections have a stronger impact on stocks than Legislative 
elections. This fact might happen because despite the fact that the prime minister and 
his council of ministers creates laws, the President of the Republic is the one that has 
the last answer because holds the executive power. Before laws created (state budget 
proposal) by the council of ministries, they will only be executed when promulgated by 
the President of the Republic in the case he thinks is the best decision to make. The 
president could also send the proposal law to preventive control of constitutionality or 
interpose politically. 
The dummies about Majority and Budget belong to the regression with the aim 
of discover and understand if the existence of political party majority in the Parliament 
and a positive or negative annual state budget affect the stock returns. However, when 
testing the null hypothesis of no effect is possible to understand that both dummies do 
not represent a statistical significance impact on Portuguese stocks. 
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Considering the test with all PSI 20 companies in 15 years and analyzing the 
positive results is possible to understand there are not many significant reactions before 
investment changes in ministries.  In fact, there are only two ministries which create a 
positive and significant impact in this overall test. One of the ministries is the Ministry 
of Economy (MECO dummy). This dummy is a variable that influences stock prices, 
because the higher the positive variation on investment in Ministry of Economy, the 
higher the returns for the investors of consumer services sector. Indeed, more money to 
this ministry means more support in sectors like trade, tourism, industry and services 
which represent the majority of companies in this sample. On the one hand, there is 
another ministry that affects positively and significantly the overall test which is a 
dummy that symbolize other ministries. This dummy includes positive variations on the 
Ministry of Youth and Sport and Ministry for Social Equipment. 
Besides that, there is also a Ministry that creates a negative effect in this study 
which is represented only by the Ministry of Culture. Before more money invested in 
that Ministry stock prices will decrease significantly. In fact this Ministry is not 
considered as an important ministry and one of the reasons is because it is not directly 
linked to sectors presented in this study. Due to the previous reason companies will not 
receive any directly advantage from the investment on that ministry. 
The remaining dummies that represent conditional tests between positive and 
negative variations in resources assigned for each ministry are statistically insignificant 
at the 5% level. This outcome matches with the idea of Christ (1968) which argues that 
the government budget restraint is not the most impactful restraint to companies.  
5.2 Comparing Industries 
 In this study, I also perform a secondary study, which consists of comparing the 
previous results but this time among industries, in order to assess if the reactions are 
different from industry to industry. The sectors that take part in this study are industries 
that belong to PSI 20 which are basic materials, consumer services, financials, 
industrials, others (include oil and gas sector and technology sector), 
telecommunications and utilities. 
Beginning with variations that create positive effects on sectors is needed to 
mention which of them react significantly. Besides the conditional tests, the event when 
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the government budget is published is the only one generating a positive effect in 
sectors like basic materials, consumer services and telecommunications (Table 4 and 5). 
When looking to conditional tests, several PSI 20 sectors react positively and 
significantly to higher or lower investments in Portuguese ministries such as the 
Ministry of Internal Administration, the Ministry of Economy, the Ministry of Foreign 
Affairs, the Ministry of General Expenses of the State, the Ministry of Finance, the 
Ministry of Education and the Ministry of Culture, among others. 
The basic materials and industry sectors are the sectors that react in a positive 
and significant way before an increase in the money invested by the State in the 
Ministry of Internal Administration (Table 4 and 5). In fact, the Internal Administration 
has as function to define and execute policies to ensure the safety of citizens and their 
own goods, the public order and peace and assist the population in case of disaster. The 
majority of companies integrated in the basic materials sector are companies targeted to 
paper pulp which are dependent on environment in which a forest fire could destroy the 
business. The same happens with industrial companies related to cement and cork. So, 
basic material and industrial companies will assure more protection on their core 
business in the face of an investment in the Ministry of Internal Administration which 
will provide the possibility to improve methodologies to prevent some risks for these 
sectors, for example, forest fire. 
Through the observation of the Table 5 is possible to understand that the 
industrial sector reacts positively and significantly to higher investments by the State to 
the Ministry of Education. The industrial sector performance is largely driven by supply 
and demand for building construction and the demand for manufactured products. In our 
days to be possible for companies to offer industrial products with higher quality is 
increasingly demanded have skilled workers. For that, it is necessary a big investment 
by the Ministry of Education to provide the population with the best professional 
qualification. Many policies were implemented by the State and by the Ministry of 
Education with this purpose and the results have been positive with an increase of 
qualified population and with know-how. 
The industrial sector has another source for its significant and positive reactions 
which is through the Ministry of Finance (Table 5). Before positive variations on this 
ministry the reaction on industrial companies is accompanied by an increase in their 
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stock prices. Indeed, the Ministry of Finance ensures the protection of industrial 
companies and that is why the reaction by this sector is positive. However, there is other 
sector, where the reaction is the opposite to the reaction of industrial companies. In 
consumer services sector the stock prices increase but before a decrease in the 
investment in the Ministry of Finance by the State.  
Additionally, in the MECO dummy the higher the positive variation on 
investment in Ministry of Economy, the higher the returns for the investors of consumer 
services sector (Table 5). Indeed, this sector is related to trade, services and industry 
activities which matches with the main function of the Ministry of Economy in 
implementing policies related to these areas and others. When well implemented it 
could be an added value for the consumer services sector. 
As for Portuguese consumer services companies that exports a large proportion 
of its production an investment in the Ministry of Foreign Affairs by the Portuguese 
State could be very helpful in companies like these and that is why consumer services 
stock returns increase before more resources invested in that ministry (Table 5). 
Actually, the main function of this ministry is to execute the external policy in order to 
promote development cooperation and connection of the Portuguese community to the 
world. Therefore, for consumer services companies like Jerónimo Martins that has its 
business expanded for other countries, the Ministry of Foreign Affairs is a good way to 
improve international trade agreements or even create new agreements with other 
markets. However, for companies which their objective is only the Portuguese market, 
with trade agreements, these companies can have partnerships with other countries and 
expand their business for foreign countries. 
Focusing now in the negative and significant reactions in Portuguese sectors 
through the investment on Portuguese ministries only three sectors - the consumer 
services, industrial and financial sector – are affected negatively. Additionally, also the 
publication of the government budget affects negatively only one sector –the financial 
sector. 
The consumer services sector (Table 5) proved to be a sector which is very (and 
the most) influenced by political decisions when talking about government budgets. 
Analyzing the negative effects in this sector is possible to confirm that are the 
Ministries of Finance, Education and Health that generate these reactions.  
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An increase over 5% in the investment to the Ministry of Finance and Education 
leads to a reduction of the stock returns of consumer services sector. This reaction by 
the consumer services reveals the opposite interest between this industry and the State. 
The health care dummy when representing the positive variations creates also negative 
reactions. The Ministry of Health is one of three ministries where the State invests more 
in order to ensure that citizens have access to health, to improve the quality of the 
services provided to them and ensure the National Health Service's economic and 
financial sustainability. However some articles (Saúde em análise, Deloitte, 2011) 
confirm that this Ministry does not spend in efficient way its resources (one good 
example is the existence of reimbursed medicinal products when they are free in health 
centers) and it is a consistent justification for the negative impact on stock returns. 
The industrial sector (Table 5) has only a negative effect before the Ministry of 
Economy.  In fact, the higher the investment in this ministry the lower will be the stock 
prices in companies of this sector in which despite the functions of the Ministry of 
Economy include the support for this sector, the truth is that it not create advantages for 
this sector. 
To conclude the analysis about negative reactions, the financial sector is 
characterized by benefits from additional investments when the business cycle is in an 
upswing. In contrast with other industries, the financial industry (Table 6) is the only 
one where reacts negatively before a government budget proposal publication. Knowing 
that is the Ministry of Finance that defines and drives the financial policy, the main 
objective of the financial policy is to ensure that all financial transactions comply with 
the government’s requirement regarding internal control, financial liability and the 
management of financial risks in which the financial institutions has an important role. 
In this way, a negative variation in the Ministry of Finance, which could lead to a 
contractionary financial policy, is one way to financial companies have lower 
perspectives to the following year which in this sense the stock prices will decrease. In 
fact, I realize that before a decrease in the resources invested by the State in the 
Ministry of Finance, financial companies react significantly and with a negative impact. 
However before positive variations there is not significant effects in this industry and 
this situation reveals to be a practical example that “Bad is stronger than Good” 
(Bauweister, Bratslavsky, Finkenauer and Vohs (2001)). This means that negative 
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actions has a stronger and more persistent impact that positive situations. The remaining 
variables that belong to the regression do not affect significantly financial stock returns. 
 As referred in Belo and Gala (2012) and Pastor and Veronesi (2012) studies the 
government is the entity that set the “rules of the game” in which the companies 
operate and when analyzing the results of this study I really understand their point of 
view. With the government budget the State set several laws and impose limits on the 
resources distributed by ministries and the functioning of companies is statistically 
influenced by these actions, as seen before. 
Finally, with the outcomes of telecommunications, utilities and others sectors are 




6 - Conclusion 
The main objective of this study is to scrutinize if there is a significant 
relationship between government budget results and stock returns for 46 Portuguese 
companies from PSI 20 since 1998 until 2013. As a secondary analysis, we intended to 
see if this relationship was different from industry to industry.  
Throughout the study, it is able to prove, with a certain degree of confidence, 
that there is a relation between the two variables. I find some global significance that 
stock returns are higher in a period between [-10, 10], when the government budget 
proposal is published to its discussion and its approval in the Parliament (where the day 
0 correspond to the day when it is published). However, the event that seems more 
decisive, that correspond to the moment when the government budget proposal is voted 
to approve or reject by political parties in the Parliament, is the one that do not 
influences significantly the Portuguese stock returns. 
Also, due to the fact that legislative and executive power has an important role 
since the creation until the execution of a government budget, it is added to the 
regression as Presidential and Legislative elections in order to understand how these 
two variables influence stock prices. After analyzing the results, it is possible to prove 
that in the global study, presidential elections make the stock returns react positively, 
which is a good new to the investors. Nevertheless, the same effect is not visible when 
analyzing industry by industry. When focus in legislative elections, the impact reveals 
insignificant in global analysis and by industry. 
The empirical evidence suggests that government budgets influence the stock 
returns not only through the moments when is published but also given the decisions 
that are inserted into documents. Through a conditional test, variations in the resources 
invested every year by the government in all Portuguese ministries was computed, 
between positive and negative variations, when comparing with the investment done in 
the previous year. The results evidence that positive variations in the Ministry of 
Economy and other ministries results on significant increases on stock returns, however 
with the Ministry of Culture the results are the opposite. 
In terms of difference between sectors, we were able to conclude that the impact 
on stock returns differs from sectors to sectors. Four in seven industries reacts 
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significantly to the publication of the government Budget, which only one reacts 
negatively (the Ministry of Finance). The consumer services sector proves to be the 
most volatile sector in front of government budgets. It reacts positively when is spent 
more money in the Ministry of the General Expenses of the State, of Foreign Affairs, of 
Economy and other ministries, in which is with the Ministry of Economy where the 
reaction by the sector is higher and more significant. There is also a positive reaction in 
this sector but before a negative variation on the investment by the State in the Ministry 
of Finance. However, this industry reacts negatively when the resources increase in 
Ministry of Finance, Education and Health. These variations are justified mainly 
because of different interests between the State and the companies that belong to the 
industry. In fact, all consumer services companies are private companies which 
reinforce this idea. In the case of industrial sector the main reaction is directed to the 
Ministry of Internal Administration (positive impacts before positive variations). Like 
the previous sector, also in basic materials, the Ministry of Internal Administration 
makes this industry to react positively to positive variations in the ministry. For the 
financial sector, the Ministry of Finance is the only one that influences significantly this 
sector. The telecommunications, utilities and others industries prove not react to 
variations in ministries.  
In conclusion, with this dissertation is possible to understand how government 
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Table 1: Descriptive Statistics 
fghjhkjlk 





-0.013% 37.817% -86.152% 2.217% -2.158 157.020 
Basic Materials 0.039% 16.550% -16.253% 1.845% 0.427 10.425 
Consumer Services -0.009% 27.898% -86.152% 2.258% -2.513 119.609 
Financials -0.050% 31.178% -81.109% 2.439% -7.914 422.786 
Industrials -0.006% 37.817% -20.710% 2.084% 0.717 20.952 
Telecommunications -0.010% 17.158% -18.014% 2.175% 0.244 8.560 
Utilities -0.004% 12.733% -17.969% 1.715% 0.114 10.586 
Other Sectors -0.063% 37.665% -23.362% 2.939% 1.845 28.870 
 
This table presents the descriptive statistics results of the overall study, basic 
materials sector, consumer services sector, financial sector, industrial sector, 
telecommunication sector, utilities sector and other sectors. In this test I include 
descriptive statistics such as mean, maximum and minimum values, standard deviation, 
skewness and kurtosis on the basis of stock returns. The sample period starts in 




Table 2: Abbreviations 
MR Market Return 
GBP Government Budget - Publication 
GBA Government Budget - Approval 
LE Legislative Elections 
PE Presidential Elections 
M Majority 
B Budget 
MGES Ministry of the General Expenses of the State 
MND Ministry of the National Defense 
MFA Ministry of Foreign Affairs 
MF Ministry of Finance 
MF (-) Ministry of Finance (before negative variation) 
MIA Ministry of Internal Affarirs 
MJ Ministry of Justice 
MECO Ministry of Economy 
MAE Ministry of Agriculture and Environment 
MEDU Ministry of Education 
MH Ministry of Health 
MESS Ministry of Employment and Social Security 
MC Ministry of Culture 
OM Other Ministries (Ministry of Science) 
 



























































This table presents results of the full sample. In this test are included Stock 
prices of all 46 companies belonging to Portuguese Stock Index between 1998 and 
2013. The Symbols ***, ** and * represent the statistical significance at 1%, 5% and 
10% significance levels, respectively (two-tailed). The sample period starts in 



























































This table presents results of the basic materials. In this test are included stock 
prices of 6 basic materials companies belonging to Portuguese Stock Index between 
1998 and 2013. The Symbols ***, ** and * represent the statistical significance at 1%, 
5% and 10% significance levels, respectively (two-tailed). The sample period starts in 




Table 5: Consumer Services and Industrial Sector 






























































































0.011** 0.013**   0.029** 0.597 
 
This table presents results of the consumer services and industrial sector. In this 
test are included stock prices of 14 companies belonging to Portuguese Stock Index 
between 1998 and 2013. The Symbols ***, ** and * represent the statistical 
significance at 1%, 5% and 10% significance levels, respectively (two-tailed). The 
































































This table presents results of the financial sector. In this test are included stock 
prices of 8 companies belonging to Portuguese Stock Index between 1998 and 2013. 
The Symbols ***, ** and * represent the statistical significance at 1%, 5% and 10% 
significance levels, respectively (two-tailed). The sample period starts in September of 
1998 and ends in October of 2013. 
 
 
 
 
 
 
